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This study reports on: how FEA is adopting and 
administering regulations: how FEA detects and stops 
violators to insure compliance; and the extent and 
effectiveness of state and local participation in its 
programs. GAO’s study showed that: FEA’s regional 
offices were not processing applications for allocations 
promptly or correctly; the management information 
system designed to keep track of allocation cases was 
ineffective; and the enforcement and compliance effort 
was rather limited and may have been misdirected. 
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ThdHonorable Abraham A. Ribicoff 

- /, 
&h@rman, Subcommittee on Reorganization, 

Research and International Organizat?ons 
> Committee on Government Operatlo s 

United States Senate / - 

--. ‘-ear Mr. Chairman: &:,-,/" 
. -.__ I ---- 

Your letter of February 8, 1974, asked that we continuously moni- 
tor the operattons of the Federal Energy Office and Its successor agency,+%%? 

(FEA), after legislation establishing ?T 

, Specifically, you asked that we gather information 
on: / / 

\. < ./’ ,'--Dueprocess#?he administrative procedures FEA is following 
in adopting and administering regulations. 

--Compliance--the manner in which FEA detects and stops vioia- 
tars to insure compliance with its regulations. 

--State and local particlpatfon--the extent and effectiveness 
of local participation in forming and implementing programs. 

--Organization and staffing problems--the progress made in 
starting up and staffing FEA: including coordination witt 
other agencfes. 

--Cmpliance lzrith statutory requirements--compliance with 
reporting and other requirements imposed by legislation and 
the adequacy of energ ./data 

jl 
collection and analysis efforts. 

.--Evenhandedaess of actions--complaints received, exceptions 
Issued* and the administration of such activities. 

? - 
On June 27, 1974, legislation establishing FEA became effective. 

I 

Accordingly, we have used the abbreviation FEA in this report. 
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On Marrh 18, 1974, we sent you an interim report on progress in 
. 

staffing FEA. More recently, we concentrated on FEA's activities in the 
areas of due process, compliance, State and local participation, and even- 
handedness of actions--areas in which FEA's regional offices and States' 
energy offices kere heavily involved. On May 23, T974, we briefed staff 
members of your Subcommittee on the ,*esults of our work. As requested 
by your staff, ,this report summarizes the information presented at that 
briefins.. 

Jn developing this report, we sought to gather as much information 
as possible in a short time and to identify potential problem areas. We 
visited 6 of EEA's 10 regional offices and 2 States within each of the 6 
rf-gions. (See appendix I.) We based our observations on the information 
which was readily available at these office:; and on discussions with FEA 
headquarters officials. 

Any discursion of the problems FEA has experienced should be tem- 
pered by the recognition that FEA was created at a time of crisis and had 
to act swiftly to satisfy public fears. In such circumstances, it was 
Inevitable that problems should arise. In general, FEA officials we con- 
tacted recognized many of the problems we identified and evidenced a 
positive attitude toward working to improve the agency's programs. 

Given this perspective, our wcrk at FEA regional offices shcwed the 
following diffjculties. 

. 
--FEA's regional offices were not promptly or correctly 

I 
processing applications for allocations. 

--The management information system designed to keep track 
of allocation cases was ineffective. 

--The enforcement and compliance effort was rather limited 
and may have been misdirected. 

At the State level, we I>und that States appeared to be using the 
State set-aside for hardship allocations of fuel. We noted, however, 
that many priority users, such as agricultural producers, were requesting 
and receiving set-aside fuels, even though such priority users should have 
been receiving 100 percent of their current requirements from regular 
supp:ies. Relays in processing applications at EEA regional offices were 
one apparent cause of priority users requesting hardship allocations. 

As yau are 'aware, FEA regulations and programs have been revised 
many times since the agency was created. Most of FEA's actions were 
intended to respond to changing conditions and to resolve problems which 
arose. Also, the lifting of the Arab oil embargo has caanged the crude 
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.oil supp ly picture and led to a relaxation of allocation programs in 
recent weeks, as well as discussion of phasing out the programs over the 
next few months. 

. 
. 

BACKGROUND 
7 I 

!Inder the Emergency Petroleum Allocat.ltin Act of 1973 (87 Stat. 627) 
and Executive Order 11748 issued December !4, 1973, FEA is directed to 
exercise specific temporary authority to minimize the adverse effects of 
shortages of crude oil, residual fuel oil and refined petroleum products. 

. .. Because the petroleum allocation program is so large, specific re- 
sponsibilities have been placed at folrr levels. FEA's national office has 
established the broad policy guidelines. It also administers programs, 
such as the crude petroieum allocation program and the refinery yield 
contrcl program, which, becalise pf their scope, have nationwide impact. 
The 10 FEA regional offices are primarily responsible for equitably dis- 
tributing the available supply of petroleum products within the States 
they administer. The State energy offices, by administering reserved 
quantities of certain petroletim products, attempt to provide temporary 
relief for hardship situations which arise. The suppliers, by processing 
requests for increased supply and by complying with orders issued by FEA 
and State er,ergy offices, also play a key role in the allocation program. 

FEA REGIONAL OFFICES ', 

Allocation of Petroleum Products -- 

. The primary responsibility of the FEA regional offices was processing 
applications for increases to t'.d 1972 base !evel of petroleum prOductS 
when the applicant an;' the supplier could not agree. The offices also 
assigned suppliers tc .applicants who were unable to find sources of supply. 

Another important responsibility of the regional offices was to 
direct the auditing, verification, and investigative procedures which would 
insure compliance with FEA's regulations and orders, They also functioned 
as liaisons, passing information between the FEA national office and the 
State energy offices. 

Prucessing Allocation Requests 

The following describes the more significant problem areas in FEA's 
processing cf allocation requests. 
fications. 

Generally, they fall into two classi- 
The first is returned or backlogged applications which may . 

_ have resulted in delayed allocations. The second is applicatiokfs involving 
questionable processing procedures which may have resulted in inequitable 
or inccnsistent treatment for requesters. 

> 
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\ 
Returned and backlogged applications ‘\ ,’ 

-The tab-w shows that from 31 to 53 percent of the apflica- 
tiaB#s receicad at the FEA regions we visited were returned. 

I 

1 
_ - 

."t, 
~_ Regional office Percent returned 

'\ 
Boston 
fit1 anta / 

40 
37 

Chicago ,f ' 31 ._ ------i 
--. -' . . Dallas _-/' 45 

. --. San Francisco 
Seattle :: 

- Because the applicaticn\process was complex, most of the applica- 
I- I tiows from small retail outlets were incomplete and should have been sent 

to ti;vlc State energy offic&or to the suppliers. When an application is 

\ ', '. '. 

retrxmed without procyssing, the requester will receive only that amount 
he-w& receiving previously, or, if he was requesting assignment of a 
supplier, he will'continue to be without a source of supply. 

The Zable below shms the number of applications the six regional 
offices received and accepted through March 1974 and the number backlogged 
at the end of the month. 

Regional 
office 

Percent of 
Applicatfons Applications applications 

accepted -b.ackloqged backlogged 

4,502 1,754 39 
18,858 2,877 15 _ 

7,470 4,107 . 55 
11,731 
8,147 d / 

3,122 27 
1,182 15 

3,14 728 23 

- As indicated above, a large number of applications were backlogged 
at t&z time of our visit. 

- monti"s workload. 
In most regions, the backlog approached 1 

Although requesters whose applications were returned 
with@& processing or whose applications were delayed in processing could 

-request temporary relief on a month-to-month basis from the State energy 
offices, we believe permanent resolution was preferable. 

Processing problems 

In examining selected applications processed by FEA, we noted a 
lack ti documentation concerning the factors considered in arriving at 

.- 
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decisions. We recognize that FEA's goal was to approve applications as 
quickly as possible so that the supply of petroleum products could be 
increased; however, the lack of documentation makes it difficult for 
anyone to evalbate the propriety of decisions.' The lack of documentation 
may also have contributed to inconsistent decisions at each region 
because nr, basis for developing precedents was,available. 

I 
Practices in granting allocation adjustments also differed among 

FEA regions. For example, three of the reoions we visited were rou'inely 
granting adjustments for.estimated growth in 7974 sales while three were 
not. Such inconsistent practices result in inequitable fuel distribution. 

In addition, we also noted.a number of deviations from the regula- 
tions. For example, FEA failed tc grant the entire allocation required 
by some priority users. 

Other processing problems--apparent during our survey included: 

--Several regions were having problems with duplicate 
adjustments being granted to some requesters. 

--There were undetected computational errors which resulted 
in both overadjustments and underadjustments. 

--Two of the regions had lost applications. Officials felt 
that when the requesters realized they had not received 
resitonses they would submit new applications. 

Management information system 

To mana;e the data on the allocation program, FEA established a 
nationwide computerized case tracking and reporting system. This system 
was intended to (1) instantly provide information on the status of any or 
all cases, (2) detect bottlenecks which required closer management atten- 
tion, and (3) provide the statistics needed to evaluate the overail 
effectiveness of FEA's operation of the allocation program. 

However: 

--There were inconsistencies in the manner in which the 
. regions entered information into the system. t 

--The system was not used to identify duplicate adjustments. 
Because some regicns had backlogs of thousands of cases 
which had not been entered into the system, any attempt 
to do so would probably have been unproductive. 

5 
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--The system ~9s not used to prcvide feedback to State 
energy offices on the status of requests for permanent 
adjustments made by applicants requesting hardship relief. 

. 
Suppliers' Role 

Under the petrolium allocation program, FEA assumed responsibility 
for making major adjustments of petroleum supplies and assigning sup- 
pliers to customers who could not obtain enough fuel. The suppliers 
were to keep records on each customer's requirements so that allocation 
bases could be determined and the need for adjustments could be reviewed. 

Under a March lB, 1974, change to FEA"s regulations, the suppliers 
were allowed to approve increased allocations to customers because of 
undsuaJ grcwth in the customers' 1973 sales of petroleum products with- 
out FEA approval. More recent changes to the regulations, effective 
June 1, 1974, also provided increased flexibility by allowing the suppliers 
to increase and redistribute customers' allocations of-fuel without FEA's 
prior approval. 

As suppliers assume these additional responsibilities, we believe 
that an extensive FEA monitoring effort will be necessary because less 
information will be svailable to FfA to assess the propriety of suppliers' 
actions. On the basis of FEA's minimal past efforts at monitoring sup- 
plier action and on the basis of recent discussions with FEA officials, 
we doubt that FEA is prepared to do the necessary monitoring, particularly 
if supplies of crude oil again become restricted as they were last winter. 

Special Problems of Irdependent Market 

The petroleum supply for independents comes mainly from imported 
crude petroletim and froin domestic crude petroleum which is not subject to . 
price controls. Therefore,independents must purchase petroleum products 
at higher costs and consequently must sell them to the pllblic at higher 
prices. Tc further complicate the situation, many indep,?lent retail out- 
lets had great difficulty finding sources of supply. 

, 

Although the Petroleum Allocation Act mandates the protection of 
the independents' market share, a consultant's study prepared for FEA 
indicated that there had been a steady erosion of this market share. Aa 
FEA official advised us that because of the higher prices and difficulties 
in finding sources of supply, a number of independents closed. 

Compliance With FEA Actions 

FEA has the basic responsibility for compliance with and enforce: 
ment of (lj the mandatory petroleum allocation regulations and (3) price 

J-- 
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regulations-or-other actions,necessitated by provisions of the Economic \ 

Stabilization Act of 1970, as amended, with respect to petroleum products 
and/crude oil. 

. .- \_ FEA regional offices were responsible for program direction of com- 
pliance and enforcement activities, except for certain audits of major 
oil refiners which FEA headqvers directed. Actual compliance and 
enforcement work, however,i.tias performed by Internal Revenue Service (IRS) 

-. 
-l-L. _ 

-.--.ezl;;;es in accordance with a Memorandum of Understandlng between FEA 
Under the--He@crandum of Understanding, dated January 17, 1974, 

FEA transferred compliance and enforcement responsibilities for alloca- 
tfons and pricing to ERS through June 30, 1974. IRS imnediately assigned 
300 Investigators to this work and agreed to hire and train 1,003 energy 

>- investigators who woula be transferred to FEA on July 1, l"74, at which 
, tire? program operations yould be returned to FEA. FEA officials told us 

th?t as of early July 1974, about 850 investigators had b-en transferred. 

A., . Y-/y - A Potential. problems in the audit 
andinvestigation program - 

The following potential problems were apparent in the audit and 
investigative program. 

--IRS investigators primarily focused on pricing at the 
retail level; as a consequence, the effectiveness of 
refinery audits was questionable. 

--Although penalties up to $2,500 per day of violations 
may be assessed, they rarely were. While complete data 
was not avai.lable, we were told that &he penalties which 
were assessed h'ere usually compromised at lesser amounts. 
(For example, in Boston an average penalty of $146 was 
collected from 253,violations.) 

We also noted that FEA direction of IRS personnel at the regicnal 
level was hampered due to the lack of key regional personnel. Also, FEA's 
assessment cf the effectiveness of IRS efforts was limited because of the 
limited amount of information being furnished FEA by IRS. 

Limited refinery audit effort - 
! 

T&j determine compliance with FEA requirements at the refinery level, 
FEA directed IRS to conduct in-depth audits of 31 major refinery companies. ' 
These audits, which were to cover all pricing transactions from May 15, 
1973, through January 31, 1974, were assigneti to about 62 IRS investiga- 
tors. In a period of about 5 months, the two investigators per company 
were expected to cover the entire spectrum set forth in the audit program. 
(See appendix II.} 

---- .___ 
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Although FEA expects to eventually assign 1OG investigators to the 
refinery audit program, there are 200 companies in the continental United 
States that op rate more than 250 refineries. The refineries range in 
capacity from 5 50 barrels per ca?endar day to over 400,000 barrels per 
calendar day. FEA officials confirmed that 100 investigators would not 
be sufficient manpower to assure that refiners: comply with FEA require- 
ments. I 

.i 
Pricing violations-- I I 

Through-May 3, 1974, IRS received almost 137,000 complaints of 
price violations. Although IES could not correlate the number of com- 
plaints with the number of,firms-investigated, it informed us that abaut 
54,000 firms had been investigated, and about 12,000 violations had been 
found. The dollar value of rolfback--that amount of overpricing returned 
to the publi c--was about $17 million. 

Pricing investigations were concentrated at the retail level and 
the vast majority of violations were in amounts ranging from $500 to 
$1,500. While there appeared to be a large number of these violations, 
the total dollar value appears insignifican t in relation to the potential 
violations at the refinery and primary wholesale levels. For example, 
FEA refinery auditors detected one suspected refinery violation by a 
major oil company, which may amount to over $46 million. 

Due Process 
I 
I In reviewing FEA's administrative actions, we found that the area of 
due process :qas not well defined. Although there were a number of changes 
to FEA's regulations, some without prior public commentt the regulations 
were still col,.plex and confusing. We discussed earlier the large number 
of dpplications returned without processing. 
appeals of allocation orders. 

Further, there were many 
Many of these appeals were backlogged 

because of I 

--a Jack of clear criteria for determining which actions were 
subject to the appeal process; 

--2 lack of an established policy, together with guidelines, 
to use in evaluating appeals; 

--insufficient personnel to process the appeals; and 

--the lack,of a system for disseminating appeal decisions so 
that they could be used as precedents in other appeals. 
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FE0 officials advised us that improvements were being made in the area 
of due process including the assigning of permanent staff and the pub- 
lishing of appeal decisions. 

. 
. 

, STATE ENERG\ OFFICES ! .- 
I 

To implement FEA's regulations, each State could establish energy 
offices to hein citizens when shortages of certain products caused severe 
hardship situations. This help was provided by using quantities of petro- 

.leum products reserved or set aside from the total quantities available 
for distribution within the State. For example, 3 percent of the gasoline 
available in each State was allocated to the State set-aside. Each State 
established the administrative procedures and hardship priorities which 
it was to follgti in allocating its set-aside. 

Besides providing assistance in hardShip situations, the Stat@- 
energy.offices were required to participate in the sllcl.- tion program for 
small concerns operating within the petroleum product d':.tribution system 
and for certain designated small consumers. This partic,pation consiLted 
of reviewing the applicants' requests and recommending :,ilat action FEA 
shculd take. 

The following table shows the nur&er of employees and the estimated 
annuai operating costs of the State energy offices in the 12 States we 
visited. 

. 

Arizona . 
California 
Corlrlerticut 
Fiorida 
Illinois 
Lcluisiana 
Massa:husetts 
Oregon 
South Carolina 
Texas 
Washington 
Wisconsin 

Number State's estimate 
of State of annual 
employees costs for FY 1975a 

$ 170,000 
180,OGO 

1,100,000 
700,000 
450,000 
250,000 
450,iloo 
370.000 
34o;ooo 

1,200,000 
460,000 
150,000 

asignificant differences existed in the allocation cf 
operating costs under the various State accounting 
sys terns. 

. 9 
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In scme-of&b-e States, the energy offices did not have specific 

'\ i 
/ 

leyis.lative authority for their continued existence. In these States, 
as ih several others, opinio.ls were divided on the need for the energy 

1 

offjcer and the need for funding such 3 program from State resources. 
. 

\ 
.- 

State et-Asife Program / 

/ Generally, States ma,d,$' I? &hip a!loca$ions for State set-asides on 
--.+month-to-month basis. ,j 

--. ----. .- 
x-Y---- -. Hardship situations arose from any number of causes. Some of the 

more common causes included 

I- --delays resul%ing fromxreturned or backlogged request: for 
, permanent adjustmpnts of alio:ation levels; 

/ / 

y, _ L , -2 
,-+--limited suyer a*:ailable‘from applicants' normal sources; 

and ,A 

--reduced operating hours of retail outlets which had been 
the norma! sources of supply for public service institutions, 
such ds schools, police departments, e-c.> or for essential 
onerations, such as agriculture. 

In March 1974, the 12 Stirtes included in 0. surv&y had over 200 
million gallons of petroleum products in set-asid The table shows the 
coclposition of the State set-asides by type of pet, Ileum product. 

Percent 

, 

Gasoline 55 
Heating Oil / 

/ 

16 
Disse? 15 
Propane 9 
Residual Hea-cing Oil 
Kerosene 2" 

Total 100 
! 

As shown above, gasoiine comnrised more than one-half of the set- 
aside quantity. Of the 110.6 million gallon gasoline set-aside, 94 per- 
cent ~3s used to al?eviate hardships. Each State's use is shown in 
appendix III. 

_ _ The'number of applications processed for hardship relief ranged from 
436 to 4,945. Most States, however, had relative'ty small backlogs of 
applications at the er,d of March 1974. On the basis of the numbe? of 
applicaiisns processed in March, as shotin in the following table, and our 
elqaa;,inations of selected hardship requests, we believe the State energy 
offices were providing time1 y assistance to applicants requesting hard- 

.ship relief. 
10 



B-178205 

Arizona 
California 
Connecticut 

r 

.- 

Florida I 
Illinois j 
Louisiana 
Massachusetts 
Oregon 
South Carolina 

._ 
:. 

Texas 
Washington 
Wisconsin 

. aRscords unavailable 

Total applications 
processed 

750 
4,945 

(4 
653 

1,116 
714, 

7.045 
2;527' 

-882 
3,356 
2,351 

436 

.Ouu examination of about 600 requests showed the following percen- 
tages of Gpplica;ft types. 

Percent of 
requests 

Agriculture production 26 
Emergency services 6 
Energy production 
Sanitation services : 
Transportation service (public) 4 

. Cargo, freight, and mail hduling 
Retail service stations 2: 
Other 31 -- 

. 

. _ 

Total po. 

The first six types of app?icants, which comprised 44 percent of the 
requests, are defined in the mandatory petroleum allocation regulations 
as priority users. They should have been.able to obtain, from their 
suppliers or FEA, permanent allocation adjustients re; :?cting their actual 
current needs. In addition, 25 percent of the applications reviewed had B 
been submitted by r&ail gasoline outlets. Many of these applicants had 
prcrridusly requested hardship assistance. This further indicates that 
scae retailers were having difficulty obtaining permanent allocation 
adjustments. As previously noted, many applications for fuel were back- , 
logged in the FEA regions and probably accounted for some of the hardship 
requests. 1 

11 
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Also, according to ,-IA regional officials, some priority users who. 
were to be receivin 100 percent'of their allocation'had to request 
hardship allo f9 10"s for the State set-aside because of problems in 

J: 

obta/i-ning petroleum products from their normal suppliers. I 

B 
Severa? States expressed concern that not all product inventories 

avail Qe within the States‘were being reported and that some of the 
stappllers' inventory reports were inaccurate. 

04 
Since these reports were 

used +,a determine the amount set-aside, it was essential that all 
product inventories be reported accurately. 

Y. 
State- Participatio~llocation Program 

5ecause of the emphasis placed on the set-aside program, some of 
the States included in our survey had relatively large backlogs of appli- 

'cations for allocation adjustments or assignment of suppliers. As in the 
case of delays ip FEA pro&sing, delays at the State energy office also 
contributed to an imbalanced supply in the marketplace. Delays at the 
State energy-OfficeAowever, take on added significance in light of the 
fact that, even when the State energy office had reached a determination 
on an application, it could onlz recommend to FEA the action to be taken. 
The application, together with the State energy office recommendation, 
was forwarded to the FEA regional office where further delays in final 
processing frequently occurred. In many instances, duplicate processing 
took place in the State energy office and the FEA regional office. The 
Dallas FEA region was an exception because this region had a representa- 
tive at each State energy office who worked with the State energy office 
in development of its recomrriendations. 

The following‘table shows, for the 264 applications we reviewed, the 
types of applicants requesting allocation adju:.tments or assignment of 
suppliers. 

/ 
Percent of requests 

Agricultural prcduction 
- Emergency services 

Energy pruduction 
Sanitation services 
Telecommunicaticn services 
Transportation service (public) 

‘Cargo, freight, and mail hauling 
Retail service stations 
Other 

46 

22 

: 
5 

5 
32 

12 
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A number of these applicants had historically obtained their products 
from retail outlets but were requesting allocations from wholesale sources. 
For example, loggers and farmers, who were obtaining fuel from retail out- 
lets, had installed fuel tankS on their property and were purchasing from 
wholesalers. 1 

I 
- - - I 

-’ I 

We will'continue monitoring FEA's activities and will provide you 
with further briefings and reports as warrantep. Two areas we plan to 
examine in more depth are (1) the effectiveness of the compliance and 
enforcement program and (2) efforts to protect,independents. 

We have informally dfscussed“the matters covered in this report with 
EEA officials, and they have expressed general agreement. We do not plan 
to dfstribute this report further unless you agree or publicly announce 
its contents. - 

13 
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KEY iLEMEKfS IN PLANNED 

SCOPE CF hEFINERY AUDIT EFFORT 

.- 
;-Insure that only a'lowable costs are passed through. 

\ 
! 
i’ 

i 

I 

--Insure that additional / profits do not accrue due to the 

--., cost passthrough:.., // 

l-Insure that uniformity of price increases passed on in 
regards to products. 

--Insure that no'price‘discrimination is made on classes 
of suppliers. , 

--Insure t/hat 0 
/’ 

ly customary ievdls of inventory are 
: / maintained /" __c- 

--Insure that hi+oric and consistent business practices are 
being maintain, . 

--Insure that the intent of the regulations is not being subverted. 

I . 
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I Appendix III 

STATE SET-ASIDE GASOLINE AVAILABLE AND PERCENT USED 
DURING MARCH 1974 

. 
s . I a 

I 
Arizona I 

Gallons 
&ailable_ 

I- 
7,784,508 

Califqmik 
___--J / ,-- --2$168,~~1 

Connectf~ut ‘--. 
3,300,900 

Florida '\ - 2Q;O83,758 
* - 

Illinois _ 11,-871,036 

Louisiana --- ---I/4,966,993 -.-..- - 

. Massachusetts 5,607,500 

Oregon 2,490,202 

South Carolfna 3,'1!?,523 

Texas 21,092,028 

I Wacnington 4,064,948 
I Wisconsin 

i 
4,658,592_ 

Tetal ?70,60?,769 

I 

Percent 
Used 

j 89 

I  

100 

98 

9C' 

90 




